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Herd behavior is a prevalent phenomenon that the agents will follow and imitate 
other majority to make decision, ignoring the owning private information. As a heated 
topic in the theory of behavioral finance, herd behavior can explain the making 
decision from the angle of subjective factors about the agents. Besides, the periodic 
change of industry and the heated concept appearance are relative to herd behavior in 
a certain degree, which leads to over concentration investment in certain fields and the 
fierce volatility in stock market. Hence, the research on the herd behavior in domestic 
stock market can provide some suggestions on rational investment and improvement 
of stock market system in a certain degree. 
Focusing on the herd behavior in domestic stock market, based on the CSAD 
(cross-section absolute deviation) model, this paper establishes the indicator CSAD to 
measure the deviation of equity return and weighted market return and test the 
relationship between CSAD and weighted market return. The empirical conclusion 
has confirmed that the herd behavior indeed exists in domestic market. Furthermore, 
this paper divide the sample into rising market and decreasing market, large cap and 
median-small cap to further analyze the asymmetry of herd behavior in different 
market. Results show that herd behavior is more obvious in rising periods than 
decreasing periods and also more obvious in large cap. Furthermore, we still divide 
the sample stocks into Shanghai market stocks and Shenzhen market stocks, and using 
the sub-period sample to take robustness test. Besides, this paper uses the curvature of 
CSAD and turnover rate as indicators, and establishes empirical model to analyze 
their correlation to further detect the relationship between the incomplete information 
transaction and the developing tendency of herd behavior. Conclusion shows that 
when turnover rate rises, incomplete information transaction accumulates which lead 
to the accumulation of the noise information and finally herd behavior. 
At last, according to the empirical conclusion, this paper provides some 
strategies for investment and regulation. For investment, investors can improve the 
ability of collecting and analyzing information, make diversified portfolio to reduce 
system risk and invest inversely to the market in the right time when existing herd 
behavior. For regulation of stock market, we suggest enhancing the relative 
















environment, strengthening the guidance and education of investors to rational 
investment and learning the developing experience in mature capital market to get 
closer to international mature market. 
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